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BASIC ECONOMIC DATA FOR NIGERIA 


AREA 923,800 sq. 
POPULATION (miliions) 
POPULATION DENSITY 
(per sg. km) 
POPULATION GROWTH RATE 


km. 
95.0 
102.8 


3.2% per year 


NATIONAL INCOME 

GDP (current naira millions) 46,870 
GDP per capita (naira) 493 
Exchange Rate ($/naira) ea 
(as of December 31) 


PRODUCTION INDEX (1972=100) 

All Manufacturing 

Cotton Textile(e) 

Vehicle Assembly(e) 

Cement(e) 

Electricity 

Petroleum (millions of 

barrels per day mb/d) bes 


AGRICULTURAL PRODUCTION (in 1,000 tons) 


Yams 
Cassava 
Millet 
Corn 


16,625.0 
9,950.0 
2,300.0 
1,660.0 

Rice (Paddy) 1,266.8 

Palm Oil 530.0 

Cocoa Beans (Commercial) 120.0 

Cotton (lint) 14.0 

Peanuts (unshelled) 400.0 

Rubber 70.0 


MONETARY (December 31, naira milllions) 


Money Supply 

Credit to Domestic Economy 
To Private Sector 12,383.39 
To Government Sector 15 ,824.5 
Consumer Price Index(1975=100) 328.0 
Foreign Reserves(§$ millions) 1,000.0 


11,282.4 
28,178.4 


TRADE ($ millions) 
Exports 

To U.S. 

Imports 

From U.S. 
Trade Balance 
With U.S. 


10,200.0 
3,736.0 
13,028.0 
861.9 
(2,828.0) 
2,874.1 


Sources: World Bank, 
Nigerian Government Agencies. 
(e) U.S. Embassy estimate 


( ) Parentheses indicate negative value. 


18,500.0 
11,800.0 
3,200.0 
1,890.0 
1,353.0 
540.0 
150.0 
16.0 
570.0 
72.0 


12,204.1 
31,141.6 
12,942.0 
18,199.6 
458.0 
1,000.0 


11,300.0(e) 


2,605.5 


10,200 .0(e) 


575.5 
1,100.0 
2,030.0 


% Change 
1984/1985 
7.0" 

7.0 
(S79. 7)" 


1985(e) 
53,546 
564 
1.07 


165.4 
108.0 
1,265.0 
200.0 
403.1 


1.30 


19,250. 
13,500. 
3,390. 
1,925. 
1,410. 
550. 
175. 
15. 
700. 
72. 
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12,815.0 
33,600.0 
13,200.0 
20,400.0 
572.0 
1,000.0 


11,000.0 
2,050.5 
9,200.0 

750.0 30.3 
1,800.0 63.6 
1,300.5 (35.9) 


(2.6) 
(21.3) 
(9.8) 


IMF, Central Bank of Nigeria and other 


* This represents an 8 percent decline in current dollar terms. 





OUTLOOK AND SUMMARY 


Nigeria has been experiencing severe economic difficulties since 
1980 because of a dramatic fall in export earnings and heavy debt 
service payments. Large government budget deficits, an artifi- 
cially strong currency, and rapid inflation further destabilized 
the economy in the past five years. The Federal Military 
Government which took power in a bloodless coup on December 31, 
1983, has tried to address many of these problems. Spending, 
money supply growth, and inflation have been reduced. For at 
least the next five years, however, the government will be faced 
with heavy foreign debt payments which will further restrict 
Nigeria's imports of needed goods. Overall, sales and investment 
Opportunities still exist for agressive firms with the know-how 
to penetrate Nigeria's large put difficult market. 


In 1985, Nigeria will again see a fali in real gross domestic 
product (GDP), aithough nominal GDP will rise. Even though 
import restrictions mean that demand for many items will outstrip 


Supply and cause inflation to continue at relatively high rates, 
increased agricultural production of locally consumed staples, 
lowered growth of the money supply, cuts in government spending, 
and continued recession should help damper price rises. Most 
Imanufacturers will operate at less than 50 percent of capacity. 
Since crude oil sales provide 96 percent of Nigeria's foreign 
exchange earnings, the magnitude of Nigeria's economic probiems 
Will depend upon what happens in the world o1l market. Nigeria 
was able to market its crude oil in the first five months of 
1985, but a weakening oil market put heavy downward pressure on 
world prices in June. If Nigeria is forced to cut prices or 
production in response to this situation, the resulting fall in 
export earnings will make it difficult for Nigeria to service its 
foreign debt and import the items needed to keep its industry 
operating at even minimal levels. 


GENERAL ECONOMIC BACKGROUND 


Since the mid-1970's, Nigeria has been heavily dependent on sales 
ot crude oil for over 95 percent of its foreign exchange earnings 
and over 70 percent of the federal government's revenue. Despite 
the importance of the oil sector as a foreign exchange earner, 
the sector employs only a small part of the labor force. Over 60 
percent ot Nigeria's 95 miliion people are involved in or depen- 
dent on farming for their livelihood, principally subsistence 
agriculture. Farm output, however, has slowly declined since 





the beginning of Nigeria's "oil boom" in the mid-1970's. 
Nigeria's once important exports of natural rubber, cocoa, 
peanuts, and palm oil have declined to relatively low levels. 
Nigeria's manufacturing secto: is varied but accounts for less 
than 10 percent of the country's total GDP. Many of the 
industries are invoived in low value-added activity such as 
assembly of knock-down componeneées or packaging of bulk items. 
Most manufacturing firms are neavily dependent on imported raw 
materials, spare parts and capital goods. Recent import 
restrictions and government policies nave forced some firms to 
increase the local content of goods made in Nigeria. Nigeria's 
exchange rate policies, however, have proved to be a major 
hindrance to the development of Nigeria's manufacturing sector 
and the expansion of Nigeria's non-oil exports. Since 1975, the 
real purchasing power of the naira has increased by an estimated 
250 percent despite Nigeria's relatively high rate of inflation 
and low productivity growth. This artificial strength of the 
naira has made it cheaper to import than to produce locally, and 
even in these times of restricted imports has allowed foreign 
manufacturers to undercut the prices of Nigerian made products. 


Since 1980, Nigeria has had to adjust to a dramatic fall-off in 
oil income. The increases in oil revenue which rose from §7.7 
billion in 1975 to $26 billion in 1980 resulted in large 
increases in the spending of the federal government. The 
government, however, was slow to react to the change in the oil 
market that occured in 1980. Although by the end of 1983 
Nigeria's earnings from oil had plummeted to just below $10 
biliion, the federal government continued to spend large amounts 
of money on a variety of projects. The federal government budget 
deficit rose from under 500 million naira in 1980 to 2.6 billion 
Naira in 1981, 4.7 billion naira in 1982 and an estimated 6.0 
billion naira in 1983. Imports continued at high levels, despite 
the fall in foreign exchange earnings, and steadily increased 
from an average of $1.0 billion per month in 1980 to $1.4 billion 
in 1982 before falling back to $1.1 billion per month in 1983. 
The spending on imports depleted Nigeria's substantial foreign 
exchange reserves from $10 billion in 1980 to $1.0 billion in 
1983 and caused a rapid puild up in arrears on payments for 
confirmed letters of credit and its trade debt. 


The civilian government of Shehu Shagari, which came to power in 
1979, was unable to introduce policies to address the rapid 


changes in Nigeria's economic realities. An austerity program, 
introduced in April 1982, proved ineffective in cutting spending 
by either the states or federal governments or imports by the 
private and public sectors. The specter of further economic 
malaise, run-away inflation, shortages of essential commodities, 
and higher levels of unemployment finally helped prompt the 
military to stage a bloodless coup on December 31, 1983. 





RECENT ECONOMIC BACKGROUND 


The new military government was faced with a number of pressing 
economic problems. The first payment due under the rescheduling 
of $1.9 billion of arrearages on confirmed letters of credit had 
to be made at the beginning of 1984, prospects for increasing 
foreign exchange earnings from 1983's low levels of $10 billion 
were dim; arrearages on insured and uninsured trade debt were, 
according to some estimates, as high as $9 billion, and servicing 
of Nigeria's foreign debt was expected to use as much as 40 
percent of Nigeria's foreign exchange earnings in 1984. There 
was a shortage of many consumer items and food staples in the 
market place. Prices which had risen, in Embassy estimates, by 
more than 50 percent in 1983 were expected to go higher. 


The efforts of the new military government to salvage the sinking 
Nigerian economy met with some successes. It made the first 
payment due under the 1983 letter oficredit rescheduling and has 
continued to meet these monthly payments. The government won a 
temporary increase in its OPEC production quota to 1.40 million 
barrels a day (mb/d) in August of 1984 and 1.45 mb/d in September 
of that year. Overall, its oil production and marketing strategy 


resulted in a slight increase -- to $10.9 billion -- in oil 
earnings for 1984 despite an October cut in the price of Nigerian 


crude from $30 a barrel to $28 a barrel. 


In April 1984, the government moved to reschedule its estimated 
$6 billion in uninsured trade debt and offered to convert this 
outstanding debt to dollar denominated promissory notes. The 
terms of the issuance called for a two and one-half year grace 
period on repayment of the principal and a three and one-half 
year payback period. Interest, accruing from January l, 1984, 
was set at one percent over the London Interbank Offered Rate 
(LIBOR), payable quarterly beginning in October 1984. The 
Central Bank failed, however, to issue any notes until the end of 
1984, and the first interest payment was not made until January 
1985. Issuance of notes has continued to be slow and by 


mid-1985, the Central Bank had released only about $800 million 
in promissory notes, 


The military government also reduced spending so that the 
projected federal government budget deficit in 1984 fell to 3.3 
billion naira ($4.2 billion). Imports fell below 1983's 
depressed levels to about $10.2 billion. Money supply growth was 
reduced by almost 4 percentage points to 8.2 percent. Agricul- 
tural production recovered from the effects of 1983's drought, 
and output of locally consumed foods such as yams, corn, cassava, 
and rice increased by 5 to 20 percent. These gains were made at 
a cost of the government's maintaining a strict program of 
austerity and financial discipline. Most industrial concerns 
received only 30 to 50 percent of their required import 





licenses. Import licensing was at first slow and often resulted 
in some companies receiving too much of some critical inputs and 
not enough of others. Firms reacted by slashing their work 
forces and cutting overhead costs. The decrease in costs and the 
ability of many firms to draw down on stocks of raw materials and 
finished products resulted in many firms still making a profit 
during the year. 


Tne Federal Military Government continued its negotiations with 
the International Monetary Fund (IMF) for a balance of payments 
support agreement. However, the IMF's demands that Nigeria 
devalue its naira by as much as 60 percent, liberalize trade, and 
remove petroleum subsidies continued to divide the Nigerian 
government and the Fund. The IMF views these reforms as neces- 
sary 1f Nigeria is to revitalize its economy by opening it to 
free market forces. Nigeria, in turn, believes that these 
reforms would carry unacceptably high (and destabilizing) 
domestic political costs. Nigeria's lack of an IMF agreement has 
prevented it from rescheduling its estimated $3 billion in 
insured trade debt (since the Export Credit Agencies have a 
policy not to reschedule until an IMF agreement is in place) and 
has caused many international financial institutions to continue 
tO view Nigeria with caution. 


By the end of 1984, the government had managed to stabilize 
Nigeria's foreign reserve position, albeit total reserves could 
support only about 5 weeks of imports, and reduce Nigeria's 
balance of payments deficit. Real Gross Domestic Product (GDP) 
had declined by an estimated 1 or 2 percent, a somewhat smaller 
decline than had occured in the previous three years. The 
official rate of inflation was 40 percent, although actual price 
increases may have been higher. The government was able to 
devalue the naira by around 12 percent against the United States 
dollar, beginning a needed realignment in tne value of the naira 
against the worid's major currencies. Labor was calm despite the 
massive retrenchments that occurred in both the public and 
private sectors. In general, it appeared that the government had 
successfully managed the first year of its austerity program. 


1985 FEDERAL GOVERNMENT BUDGET 


The 1985 Budget, presented on January 1, 1985, underlines the 
government's continued commitment to austerity. Total expendi- 
tures are budgeted at 11.9 billion naira ($13.3 billion), about 1 
billion naira more than in 1984 principally because the 1985 
budget included much higher and more realistic estimates for 
payment on Nigeria's debt than previous budgets. Approximately 
18.5 percent of the federal government's total capital budget of 
5.8 billion naira ($6.5 billion) is allocated for payments on the 
principal of Nigeria's debt. Additional money is allocated for 





interest payments in the recurrent budget. Overall, the govern- 
ment expects 45 percent of its projected foreign exchange 
earnings of 8.0 billion naira ($9.0 billion) to be used for 
servicing of its foreign debt. By comparison, only 40 percent of 
its projected foreign exchange earnings are allocated for 
imports. 


Nigeria's 1985 Capital Budget, less the amount set aside for 
repayment of principal on Nigeria's debt, totals 4.7 billion 
naira ($5.3 billion), up slighlty from 1984's total of 4.5 
billion naira ($5.0 billion). The capital budget favors the 
development of Nigeria's agricultural sector and allocates 
approximately 1 billion naira ($1.1 billion) to agriculuture and 
water resource development. The budget also emphasized the 
economicaily questionable steel development program by setting 
aside 660 million naira ($739 million) for steel. Capital 
spending on land and air transport and the posts and telecommuni- 
cations system also increased. The capital budget of the 
Nigerian National Petroleum Company was cut from 328 million 
naira ($367 million) to 293 million naira ($328 million). 

Capital spending on social services was reduced to minimal levels 
and that on defense was budgeted at 319 million naira ($357 
million). Spending for NEPA, Nigeria's power company, has been 
cut despite the continued inadequacies of the power system. 


The federal government revenue in 1985 was estimated at 7.4 
billion naira ($8.3 billion). The total deficit is estimated to 
be 4.5 billion naira ($5.0 billion). The federal government 
hopes to finance this deficit by 2.2 billion naira ($2.5 billion) 
in new foreign loans and drawings on already existing foreign 
loans, and 2.3 billion naira ($2.6 billion) in domestic borrowing. 


The nineteen states and the Federal Capital Territory announced 
budgets totaling 7.2 billion naira ($8.1 billion) in 1985. The 
aggregate spending level is about the same as in 1984. The 
largest part of the states' budgets are for recurrent expendi- 
tures. Education and health care remain the priority areas for 
most states. Most of the states' budgets indicate that the 
states are relying on statutory allocations from the federal 
government for the bulk of their revenues. In the past, the 
state governments have been unable to collect projected revenues 
and have accrued larger-than-expected spending deficits. 


OIL PRODUCTION 


During the first half of 1985, reports frequently appeared in the 
foreign press indicating that Nigeria was producing above its 
OPEC imposed quota of 1.3 mb/d, a possibility given the stronger 
than expected oil market. By June, the oil market had weakened 





significantly, and large quantities of Nigerian crude were unsold 
on the world market. An OPEC ministerial meeting held in Vienna 
on July 5, 1985, failed to set new OPEC prices or production 
quotas thus adding to the uncertainty in the oil market. 


It appears that the oil market will not strengthen in the third 
or fourth quarters ot 1985. If Nigeria cuts prices of its crude 
and/or crude production because of this situation, earnings could 
fall below 1984's already low $10.9 billion. Such a reduction 
would in turn make it difficult for Nigeria to meet its inter- 
national debt obligations, including its payments on current 
confirmed letters of credit, and import the required goods for 
its industry and large population. If Nigeria is able to produce 
at 1.3 mb/d for the remainder of the year and sell this crude at 
the current official selling price of $28.65 per barrel, Embassy 


estimates that Nigeria will earn approximately $11.0 billion from 
its oil sales this year. 


Over the past two years, there has been little effort made to 
locate new oil reserves. The Nigerian National Petroleum Company 
(NNPC) did undertake some exploration in the Lake Chad region in 
July of 1984. This first serious drilling and exploration effort 


outside the southern Delta region has not yet yielded any oil 
finds. 


EXCHANGE CONTROL 


In an effort to control the outflow of foreign exchange, the 
government has imposed a series of restrictions on the export of 
foreign currencies. All transfers of funds abroad, for whatever 
purpose, must be approved by the Central Bank of Nigeria. 
Applications for conversion of naira to foreign currencies are 
made to tne Central Bank through the country's merchant and 
commercial banks. 


The government limits the amount of money which foreign companies 
and residents can remit from Nigeria. Firms are permitted to 
remit no more than 60 percent of their share of a company's 
after-tax profit. At the beginning of 1985, the amount of 
after-tax income that foreign residents could remit from Nigeria 
was reduced from 50 percent to 25 percent. In addition, 
residents of Nigeria who wish to travel abroad can change no more 
than 100 naira a year into foreign currency. Remittances for 
students studying aboard are limited to those who were already 
studying overseas in 1984. Remittances to pay for medical care 
aboard is also tightly controlled. 


In the 1985 budget presentation, Major-General Buhari announced 
that the federal government had dismantled a series of exchange 
controls which had been introduced in early 1984. These controls 
had limited the amount of foreign exchange available to each of 





the country's commercial and merchant banks for financing 
imports, and regulated the uses of this foreign exchange. 
Because of this change, the mix of imports is now controlled 
solely through the import licensing process. Also during the 
budget speech, tne head of state announced that the government 
would aliow Nigerian residents to open foreign currency bank 
accounts (domiciliary accounts) in Nigeria. Despite the strong 
interest of many Nigerian companies and individuals in such 
accounts, the federal government has not yet published any 
guidelines or reguiations dealing with domiciliary accounts, 


MONETARY POLICY 


The Central Bank of Nigeria uses both direct controls and 
specific guidelines to regulate monetary policy and growth. 
According to tne most recent Central Bank regulations, banks 
whose loans and advances were more than 100 million naira ($112 
Million) as of December 31, 1984, can increase their total 
outstanding loans and advances by not more than 7.0 percent in 
1985, down from a maximum of 12.5 percent in 1984. For smaller 
banks, those whose loans and advances were less than 100 million 
naira at the end of 1984, the maximum yearly increase will be 10 
percent, or 15 percent of their total deposit liabilities, 
whichever is higher. In 1984, the maximum expansion allowed 
smaller banks was 20 percent of their December 1983 total or 50 
percent otf their total deposits, whichever was larger. 


The government also attempts to control the loans given to 
various sectors of the economy. Commercial banks are obliged to 
give 75 percent of their loans and advances to the government 
designated preferred sectors while the merchant banks are 
required to give these sectors 79 percent of their total loans 
and advances. The preferred sectors include agriculture, 
manufacturing and residential and building construction. The 
government, emphasizing its commitment to agriculture, increased 
the share of commercial banks' loans and advances which must go 
to the agricultural sector from 10 to 12 percent in 1985; 
merchant banks were required to raise the percentage of their 
loans and advances going to the agriculutural sector from 5 to 6 
percent. Despite government imposed penalties for not meeting 
these targets, many banks have not made loans in the required 
percentages to the designated preferred sectors. The percentage 
of loans which may be given to the two non-preterred sectors of 
the economy -- general commerce and government -- cannot exceed 
25 percent for commercial banks and 21 percent for merchant banks. 


The Central Bank also sets interest rates. For the past five 
years, interest rates charged for loans and paid on savings 
accounts have lagged well behind Nigeria's inflation rates. 
The maximum rate that banks can currently charge for loans to 





preferred sectors is 11.5 percent; the maximum rate chargable on 
loans to the non-preferred sectors is 13 percent. Rates for 
agricultural loans are set between 8 and 9 percent; although the 
preferential rate for agricultural loans is 2 percent higher than 
in 1984, the rate is still not high enough to make many agricul- 
tural loans attractive to banks. The savings deposit rate is set 
at 9.5 percent. This low rate results in a negative real rate of 
return on savings deposits. 


The narrowly detined money supply (Ml), which consists of private 
sector demand deposits and currency in circulation, grew by 8.2 
percent in 1984, a rate lower than in the previous five years. 
The major reason for the growth was the increase in credit to the 
government sector which.grew by 15 percent between December 1983 
and December 1984. In general between 1980 and 1984, bank 
lending to the government sector increased at a rate of about 50 
percent per year while bank lending to the private sector grew 
only about 13 percent per year. The down-turn in the economy and 
the slow growth in foreign exchange reserves helped modify 
monetary expansion during 1984. Continued economic recession, 
the government's commitment to reduce spending and hold down the 
budget deficit, and, at best, a modest growth in foreign exchange. 
reserves during 1985 will likely cause Ml to grow by less than 7 
percent this year. 


The broader measure of the money supply, M2, which consists of Ml 
plus private sector savings deposits, rose by 11.5 percent in 
1984, a slightly higher increase than occurred in 1983. Time and 
savings deposits rose by 16.2 percent during the year, a slighlty 
higher rate of increase than occurred for demand deposits. 


Currently, there are twenty-seven commercial banks and eleven 
merchant banks operating in Nigeria. Two of the commercial banks 
and five of the merchant banks have American affilates. Follow- 
ing Nigeria's indigenization decree, all banks are at least 60 
percent Nigerian owned. 


The naira has depreciated against the dollar by 9.7 percent 
during the first half of 1985, falling from $1.24/naira in 
December 1984 to $1.12/naira in June 1985. It has depreciated 
more slowly against the British pound falling from pound sterling 
0.91/naira to pound sterling 0.86/naira. The naira's movement 
against the currencies of Nigeria's otner major trading partners 
has varied, falling some weeks and rising others. However, at 
the end of June 1985, the naira was lower than in December 1984 
against all the currencies in the Central Bank's trade weighted 
currency basket. Since December 1984, the naira has depreciated 
more greatly against the dollar than against any of the 
currencies of Nigeria's other major trading partners. 





TRADE PERFORMANCE 


Problems obtaining overseas lines of credit and Nigeria's own 
austerity program caused Nigeria's imports to fall from $13.0 
billion in 1983 to an estimated $10.2 billion in 1984, a drop of 
22 percent. The decline in Nigerian imports from its major 
trading partners was much less dramatic than in 1983. The United 
States experienced a 33 percent decline in exports, which was one 
of the largest falis, with total U.S. exports dropping to $575 
million. Of Nigeria's two largest suppliers, France and the 
United Kingdom, France experienced an increase in exports of 13.5 
percent, while the United Kingdom's exports to Nigeria declined 
by only 4 percent. 


Since 1983, most of the Export Credit Agencies of the OECD 
countries have not extended cover to projects in Nigeria except 
on a highly selective basis. This along with the reluctance of 
many commercial banks to increase their, exposure in Nigeria has 
made it difficult to attract trade financing for imports. This 
cautious approach of most private and government financial 
institutions to extending credit to Nigeria will probably 
continue until the Federal Military Government successfully 
completes its negotiations with IMF, 


For 1985, the federal government restricted the amount of foreign 
exchange available for merchandise imports to 3.1 billion naira 
($3.5 billion), about one-third of 1984's total imports. Nigeria 
expects to increase imports beyond this minimal level by insti- 
tuting countertrade arrangements with foreign suppliers. The 
first countertrade deal was actually signed with Brazil in 1984. 
Under the terms of this arrangement, Brazil will "buy" approxi- 
mately 45,000 barrels of oil per day (about $500 million worth of 
oil per year). The money will then be used by Nigeria to “buy 
back" goods made in Brazil. A wide variety of goods are covered 
by this arrangement including cotton, sugar, aircraft parts and 
Voikswagen knock-down components. Rumors persist that Nigeria is 
paying a higher than market price for these products which, if 
true, would help disguise an effective discount on the selling 
price of Nigerian crude. If Brazil is able to sell all $500 
miliion in goods projected under the countertrade arrangement, it 
Will become a major new supplier to the Nigerian market challeng- 
ing the dominance ot the British and French. 


Nigeria has also completed a countertrade deal with the French 
firm SCOA. Although the terms of this arrangement have not been 
made public, it appears that ELF, a French oil firm, has agreed 
to lift and market the oil at official selling prices. The money 
from these sales is deposited into a bank account and is used to 
buy a wide range of French goods including Peugeot knock-down 
components. One respected business publication reported that 
SCOA pays ELF a marketing fee of 6 to 7 percent of the price of 





the crude. In effect, ELF would find it profitable to take 
Nigerian crude at official prices as long as spot prices are less 
than 7 percent below official selling prices. 


Nigeria is also reportedly negotiating countertrade arrangements 
with American, Austrian, British, Canadian, German, and Italian, 
firms. Although countertrade has been the federal government's 
most daring policy innovation to deal with the country's economic 
problems, it threatens to tie a large part of Nigeria's crude 
production to specific trade deais. If the oil market continues 
to weaken and Nigeria's crude oii production level falls, the 
income generated from Nigeria's untied oil may not be sufficent 
for Nigeria to meet its dept obligations and pay for other needed 
imports. 


The Embassy estimates that Nigeria's total exports in 1984 were 
approximately $11.2 billion. Crude oil exports totaled $10.9 
biliion , up from $10 billion in 1983. Nigeria's non-oil 
exports, primarily cocoa, came to $300 million, about the same as 
in 1983. Although in the past, the United States has been by 
far the largest buyer of Nigerian crude, U.S. imports of Nigerian 
Oil have falien from $11.2 billion in 1980 to $2.6 billion in 
1984. The reasons for the decline have been both efforts in the 
United States to reduce oil consumption and a greater reliance on 


non-OPEC producers closer to the United States such as Canada and 
Mexico, 


According to our figures, Nigeria had a positive trade balance in 
1984 of about $1.2 billion, compared with a trade deficit of 
about $1.9 billion in 1983. Heavy payments for invisible items 
probably resulted in Nigeria having a slight balance of payments 
deficit in 1984, altnough it will likely be less than that 
recorded in 1983. The United States' trade deficit with Nigeria 
was reduced from $2.9 pillion in 1983 to $2.0 billion in 1984. 


BUSINESS OUTLOOK 


Nineteen eighty-five wili continue to pe a difficult year for 
established businesses in Nigeria, but opportunities still exist 
for aggressive firms with appropriate products and services, and 
With the know-now and resources to penetrate this market. 

General sales possibilities are very limited unless suppliers are 
Willing to provide financing to good customers and then wait 
indefinite periods for initial payments. Nigeria is currently 
suffering from a deficiency of foreign exchange. The Embassy 
recommends that exporters, especialiy those who have not had 
experience exporting to Nigeria, should not ship until they 
receive an irrevocable letter of credit confirmed by a U.S. 

bank. Companies interested in long-term investments have the 
best opportunities, especially if they can use locally available 
raw itaterials. The Federal Republic of Nigeria has attempted to 





prioritize its major projects in the Fourth National Develop- 
ment Plan in order to pursue those which have the greatest 
importance in the development of the country. Some of these 
projects offer opportunities to U.S. firms, especially those 
projects financed offshore by international lending agencies. 


Tne 1985 pudget emphasized the government's strong commitment to 
service its foreign debt, rationalize its large project expendi- 
tures, develop agricultural self-sufficiency, and develop new 
sources of foreign exchange. The government has begun to carry 
out its program. Payments are being made on its foreign debt. 
Even before the budget announcement, the Onosode Commission was 
created to evaluate all existing state and federal projects 
valued over 30 million naira ($34 million) with a view to 
recommending which projects should be continued, postponed or 
dropped. The Commission's criteria included the project's 
importance in the creation of a modern nation; the country's 
ability to manage the foreign exchange payments needed to 
complete the project; and the project's ability to be financially 
self-sustaining. The Commission also looked at involvement in 
parastatal enterprises. As a result, government disinvestment of 
its ownersnip in parastatals has begun at the state level and is 
expected to begin at the federal level. Other commissions have 
been studying the feasibility of various import substitution 
industries, 


One of government's top priorities is the development of agricul- 
ture and water resources. TO support these efforts, the number 
of River Basin and Rural Development Authorities has been 
increased from eleven to eighteen. Eighteen percent of the total 
capital FY 85 budget was allocated to the agricultural sector, 
and the River Basin and Rural Development Authorities will assume 
full responsibility for all federally funded agricultural and 
water resource projects. Another of the top priorities is the 
development of the petrochemical sector. 


The government has made public pronouncements on increasing 
Nigeria's manufacturing capacity, particularly in the area of 
pharmaceuticals and defense-related items. In the defense 
sector, the government is increasing training for military 
personnel; this emphasis is creating a greater need for the 
development of new training facilities and the purchase of 
equipment and supplies. Despite interruptions in the supply of 
raw materials and spare parts, only a few expatriate firms have 
permanently shut down. Some companies, operating at near the 
current average production rate of 30 percent of full capacity, 
are still turning a healthy profit. Others have managed to 
continue production at about 50 percent of capacity while a 
selective few have been able to operate at near full capacity. 
Companies that have been operating at reduced levels by drawing 
down inventories may soon face problems as these inventories 





begin to run out. The major problem for investors is the lack of 
foreign exchange, both for the purchase of raw materials and 
Spare parts, and for the remittance of profits. 


For the next several years, foreign exchange will be used to 
finance debt servicing, and import licenses will only be issued 
for spare parts, food, industrial saw materials and other 
essential materials. Given this shortage and the foreign 
exchange controls now in effect, the best prospects for sales are 
primarily in raw materials, spare parts and essential commodi- 
ties. Firms selling equipment and services in the areas of water 
resources, agriculture (which enter Nigeria duty free), defense, 
communications, pharmaceuticals, production machinery, and in 
operations and maintenance will continue to find opportunities in 
Nigeria. Opportunities for sales of luxury items and non- 
essential consumer goods will be almost non-existent. 


Future ousiness opportunities should pe of interest to those U.S. 
companies with the technology and resources, experience, and 
staying power to compete in tnis difficult environment. More 
than ever, care in the selection of a Nigerian partner is crucial 
&O success. Well-established, reliable Nigerian firms with 
financial integrity and aggressive management are on the lookout 
for American pusiness relationships that offer the products and 
services Nigeria needs to revamp its agricultural and industrial 
base. Documentation requirements for import licenses indicate 
that the government will favor large, established Nigerian 
trading houses with extensive distribution networks. 


The U.S. Department of Commerce offices in the United States, and 
in Lagos and Kaduna, are prepared to provide detailed information 
and guidance to American firms interested in exploring this 
challenging macket. The Department of Commerce and the U.S. 
Empassy sponsored a highly successful exhibit at the Kaduna 
Internationai Trade Fair, February 17-24, 1985. It will also be 
Sponsoring a pavillion at the Fifth Annual Lagos International 


Traage Fair, November 2-10, 1985, and another at the Kaduna Trade 
Falr in February 1986. 


AGRICULTURE 


Tne 1984 crop showed a marked improvement from 1983's drought 
affected harvest. Production of all staples increased. Rainfall 
returned to normal in most of Nigeria with only the nothern most 


states of Sokoto, Kano and Borno experiencing extremely dry 
conditions. The outlook for 1985 is also extremely good, 
although production increases will not be as high as in 1984. 
Rains began on time in most of the country witn the exception of 
the northern most areas where extremely dry conditions continue. 


Prodution of most locally consumed staples will rise between 5 
and 15 percent. 





In 1984, the improved harvest moderated price increases of most 
locally produced staples. Between July 1983 and July 1984, 
prices of the Embassy's consumer food basket, consisting mostly 
of locally grown commodities, fell py 24 percent. A smaller drop 
can be expected in 1985. Prices of imported items, however, rose 


in 1984 because of import restrictions and will continue to rise 
during 1985. 


Agricultual products make up tne largest percentage of U.S. 
exports to Nigeria with wheat exports alone accounting for over 
40 percent of total U.S. exports to Nigeria in 1984. Licensing 
of corn imports which ceased in 1983 began again in 1984 helping 
U.S. exports of this commodity. The United States will remain 
the major supplier of wheat to Nigeria in 1985. However, the 
strength of the U.S. dollar may make prices of U.S. wheat 
uncompetitive and provide opportunities for other wheat producers 


sucn as Canada, Argentina and France to come into the Nigerian 
market, 


LABOR 


Nigeria has an estimated population of 90 to 100 million anda 
labor force of about 30 to 40 million. The Nigeria Labor 
Congress (NLC), Which is the national labor center for 42 
industrial trade unions and 2 professional associations, has 
claimed a membersnip as nigh as 3 million. Its ‘deduced’ member- 
ship in February, 1984, based upon dues forwarded to the NLC 
Secretariat, was less than 1 million, put a number of unions were 
in arrears on dues payments. 


Unemployment has increased considerably, rising steadily in 1983, 
1984, and 1985. Many private firms have cut back the size of 
their work force, and some nave gone out of business. Nigeria's 
relatively large public sector labor force continued to undergo 
Substantial cutbacks. First-jop prospects for youths and 
university graduates remain bleak. In 1983, tne NLC achieved a 
minmum monthly wage of 125 naira ($140) which is high py West 
African standards. Nigerian labor is therefore relatively more 
expensive than that in other West African countries. 


In 1984, the Federal Military Government imposed a wage freeze. 
This freeze was extended into 1985. The government also asked 
labor unions in 1984 to suspend any negotiations or renegoti- 
ations of collective bargaining agreements for one year and 


instead to have existing agreements extend automatically for this 
period. 





POLITICAL FRAMEWORK 


Nigeria gained its independence from Britain in 1960 and remained 
a member of the Commonwealth. The new nation was governed by a 
parliamentary system on the Westminster model until 1966, then by 
successive military governments until 1979, when civilan govern- 
ment was restored under a constitution modeled largely upon that 
of tne United States. The military resumed political power on 
December 31, 1983. The Head of the Federal Military Government 
and Commander-in-Chieft of the Armed Forces is Major-General 
Monammadu Buhari, who presides over the Supreme Military Council 
(SMC). Subordinate is a Federal Executive Council (i.e. cabinet) 
or 18 ministers, 11 of wnom are civilians. The Federal Military 
Government's primary concern is to restore Nigeria's economy. It 
asserts tnat it is hospitable toward ousiness and investment from 
abroad and continues tie free enterprise orientation of its 
predecessor. 


Nigeria is a member of the United Nations and its specialized 
agencies, the Commonwealth, the Organization of African Unity 
(OAU) and its affiliates, and the Non-Aligned Movement (NAM). It 
also is an Associate Member of the European Economic Community 
(ACP), and a member of the Economic Community of West African 
States (ECOWAS), the Organization of Petroleum Exporting 


Countries (OPEC) and the OPEC Special Fund, Lake Chad Basin 
Commission (LCBC), Niger River Commission (NRC), International 
Tin Council (ITC), African Ground Nut Council, International 
Coffee Organization (ICO), African Timber Producers, and West 
Africa Rice Development Association (WARDA). At the ECOWAS 
summit neld on July 5, 1985, Head of State Buhari was elected 
Chairman of the organization. He will serve for one year. The 


1986 ECOWAS summit meeting is scheduled to be held in Lagos from 
May 5-7. 
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